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Are there any principles of cost 
accounting that are not shared with 
other areas of accounting? Possibly 
not, if we restrict the word prin- 
ciples to the most fundamental 
ideas of accounting. I do not 
object, however, to a broader use 
of the word principles which would 
include a few practices, conventions, 
procedures, or even concepts, if by 
doing so we can focus attention 
upon those ideas about cost ac- 
counting which have general accep- 
tance. Under this broad approach, 
we may find certain ideas about 
cost accounting that are charac- 
teristic of it and peculiar to it. 


Cost Accounting Characterized by 
Service to Management 


Accounting in any area is the art 
of recording, analyzing, interpret- 
ing, and reporting business trans- 
actions. What differentiates cost 
accounting from other accounting? 
It appears to me that its chief 
characteristic is that it is directed, 





*This article is based upon recent talks 
made by Mr. Russell before various bodies, 
and was published in the N. A. C. A, 
Bulletin of August, 1948. 








Applications of Generally Accepted Accounting 
Principles to Cost Accounting* 


By DONALD M. RUSSELL 


as its end result, to the require- 
ments of management. Financial 
accounting is concerned chiefly with 
the requirements of creditors, 
owners, the Government, pro- 
spective investors, and persons out- 
side of the management. Generally 
accepted accounting principles, in 
other words the prevailing ideas 
about accounting in general, have 
been molded for the most part by 
the requirements of persons outside 
of the business itself. It may be 
fruitful to inquire as to how the 
characteristics of cost accounting, 
i.e., accounting for the use of man- 
agement in connection with its re- 
sponsibility to manage, differ from 
those of accounting directed to out- 
side persons. 

Cost accounting is not restricted 
to cost determination alone. Cost 
accounting literature and the duties 
of cost accountants in practice 
prove that cost accounting includes, 
in addition to tracing the flow of 
costs by products and services, 
many other matters such as studies 
of the extent to which costs are 
controllable, preparation of cost 
reports to aid in reducing costs and 
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expenses, the effect upon costs of 
changes in the volume of produc- 
tion, break-even points, estimates of 
future costs and future profits, 
limits applicable to price fixing, in- 
centive plans, studies of the desir- 
ability of replacing machine tools, 
etc. We shall include as cost ac- 
counting, for the purpose of this 
discussion, all of the accounting and 
statistical techniques by which cost 
accountants customarily serve man- 
agement and, for convenience, shall 
refer to the accounting which 
enables management to report to 
outside persons as financial ac- 
counting. Financial accounting is 
concerned with many matters which 
are of little concern to cost account- 
ing, viz., safeguards for cash and 
securities, control of collections and 
disbursement of funds, disclosure of 
equities in subsidiary enterprises, 
history of capital structure, income 
tax accounting, foreign exchange 
conversions, etc. The differentia- 
tion is of course not absolute; there 
is some overlapping, but, in general, 
cost accounting and financial ac- 
counting have recognizably separate 
areas. 

It may be of interest to select 
certain of the generally accepted 
accounting principles, developed 
primarily from the requirements of 
financial accounting, and test them 
against cost accounting require- 
ments. For this purpose I have 
selected three principles commonly 
recognized, as follows: 





1. Accounting reports and source 
data must be objective and 
verified. 


2. Accounting must be related to 
a specified entity. 


3. Accounting, to be adequate, 
must trace the flow of funds. 


REPORTS AND SOURCE DATA Must 
BE OBJECTIVE AND VERIFIED 


This idea is fundamental and has 
application to both financial and 
cost accounting. It calls for in- 
tegrity in all accounting and, more 
than that, requires the application 
of intelligence to a critical search 
to discover facts that may be dif- 
ferent than they appear. 

Financial statements presented 
to the public by the management 
of an enterprise, have come to be 
recognized (after many lawsuits, 
the passage of laws for the pro- 
tection of investors, and the devel- 
opment of independent auditing) 
as representations by the manage- 
ment, involving responsibilities 
comparable to those of a trustee. 
The public holds management re- 
sponsible to report to it on an 
objective, realistic basis and it has 
become customary to have such 
reports reviewed and tested by in- 
dependent public accountants in 
order to assure the public that the 
reports are objective. The source 
data for financial reports are for the 
most part capable of verification by 
counts of currency, independent 
acknowledgment of custodianship 
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or of rights to collect monies or 
property, confirmation of contrac- 
tual liabilities, examination of docu- 
ments evidencing sales, purchases, 
and payrolls, independent compu- 
tations of tax liabilities and ac- 
cruals, and similar verification 
procedures. Much effort is cus- 
tomarily expended to assure the 
public that financial accounting re- 
ports are on an objective basis and 
that they have received an inde- 
pendent and critical review. 

In the application of this prin- 
ciple in financial accounting, man- 
agement and independent public 
accountants rely heavily upon the 
legal rights and responsibilities of 
the business enterprise. Such rights 
and responsibilities have often been 
debated in courts of law and a body 
of legal decisions has been built up 
and is available to aid in the deter- 
mination of objective evidence as to 
the representations made in finan- 
cial reports to the public. The pro- 
cedures for satisfactory auditing of 
this evidence have been stated in 
the published writings of experts 
and have been codified in the bul- 
letins of the American Institute of 
Accountants. It is true that opinion 
and judgment enter into such finan- 
cial accounting reports. It cannot 
be said that all of the figures in- 
cluded in financial accounting are 
susceptible of absolute verification. 
The necessity for the exercise of 
judgment does not, however, waive 
the requirement of objectivity. The 
judgment must be fair, unbiased, 





and made with searching intelli- 
gence. 


Varied Source Data Used In Cost 
Accounting 


The nature of the evidence with 
which the cost accountant deals is 
more varied than in financial ac- 
counting. The source data is less 
formal; to some extent the cost ac- 
countant does not have the support 
of legal requirements in the trans- 
actions with which he deals. It is 
not customary, for example, to 
write formal contracts to clarify the 
relationships of departments within 
a business. Opinion and judgment 
enter into cost accounting state- 
ments to a greater extent than in 
financial accounting. On the other 
hand, the cost accountant’s public, 
the management of the enterprise 
in which he works, is usually less 
exacting, in a certain sense, than 
the general public. Management 
realizes that cost accounting is a 
cooperative activity involving all 
departments of the business. 

Unless cost accounting reports 
are based upon objective evidence, 
subjected to critical probing as to 
reliability, the statements may be 
misleading and dangerous and they 
may easily lead to faulty mana- 
gerial decisions and bankruptcy. 
Management (the principal con- 
sumer for the product of cost ac- 
counting) should be no less insistent 
than the general public (the prin- 
cipal consumer for the product of 
financial accounting) that the re- 
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ports it receives meet the essential 
requirements of objectivity and 
verification. There should be more 
auditing of cost reports by both 
internal auditors and outside audi- 
tors. No cost reports can be more 
reliable than the source data. It 
is trite, but true, to say that many 
millions of dollars have been wasted 
by compilations of exhaustive cost 
reports which were of little value 
because of failure to verify source 
material. 


Operating Statistics Underlte Accu- 
racy of Cost Reporis 


The source data for cost account- 
ing includes, in addition to the 
documents supporting dollar trans- 
actions, records of quantities or 
weights of materials produced, con- 
sumed, or transferred between de- 
partments, reports of time studies, 
records of actual and standard time 
by operations, bills of material and 
lists of operations, planning sched- 
ules, capacity studies, lists of 
machine tools, statistics on floor 
space, machine capacities, power 
ratings, etc. There is no inherent 
reason why any of these data need 
be any less accurate or reliable in 
the books of original entry of cost 
accounting than the dollar entries 
in the books of original entry of 
financial accounting. 

Much of the source data for cost 
accounting originate outside of the 
cost accounting department. It is 
usually not the duty of the cost ac- 
countant to prepare or assemble this 


source data independently, nor 
should it be. It is the duty of the 
cost accountant, however, to insist 
that the principle of objective, 
verified source data be observed 
and it is the responsibility of man- 
agement, in its own interest, to 
provide the means to ensure ob- 
jectivity and verification. We have 
all seen or heard of instances where 
these important underlying sta- 
tistics were no better than guesses, 
or having once been fairly deter- 
mined, were used for years without 
correction for changed conditions. 
In small organizations, or where 
management does not provide inde- 
pendent verification of source data, 
the cost accountant should make 
his own tests of accuracy as he is 
never justified in presenting cost 
reports based on source data he 
does not believe. 


Dollar Data Controlled by General 
Accounts 


As to the dollar data used in cost 
accounting, they must be tied in 
with the controlling accounts re- 
corded for financial accounting pur- 
poses. The responsibility for 
objectivity and verification of such 
data usually rests upon the financial 
accountants. 

There should be maximum segre- 
gation of records for financial ac- 
counting and cost accounting. 
Financial accounting can and often 
does get along without cost account- 
ing, though, of course, management 
then loses a valuable tool and the 
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financial accounting loses desirable 
refinements in those areas where 
opinion and judgment have play. 
Financial accounting records should 
be complete in themselves on a 
company-wide basis, receiving and 
using such information as cost ac- 
counting can furnish, but tracing 
the flow of expenses only to the 
extent which will be reflected in the 
financial reports. The details of 
cost accounting should be excluded 
from the general ledger. 

Cost accounting should pick up 
controlling dollar aggregates from 
financial accounting, subdivide 
them and trace them as far as it 
desires and close them out. Cost 
reduction is best controlled by 
study of the expenditures stated 
close to the first responsibility for 
making expenditures, and informa- 
tion as to expenditures at the source 
should not be lost by the book- 
keeping processes of obtaining costs 
stated on the basis of benefits 
received. Product costs and special 
cost studies can best be assembled 
in further subsidiary records or on 
a working-paper basis. 

So far as our first selected gener- 
ally accepted accounting principle 
is concerned (that accounting re- 
ports and source data must be 
objective and verified) we note: 


1. Cost accounting lacks some 
of the natural safeguards of 
financial accounting in that: 


a. It is not protected to an 
equal extent by the legal con- 





siderations which bind the 
business as a whole, and 


b. The source data is less 
likely to have been determined 
by bargaining at arm’s length, 
and for this reason verification 
of source data is even more 
important than in financial 
accounting. 


. The source data is more varied 


and less formal than in finan- 
cial accounting; it consists not 
only of dollar data received 
from the financial accountants 
but statistical data of great 
variety received from operat- 
ing departments. 


. Opinion and judgment usually 


have more play than in finan- 
cial accounting. 


. Cost reduction effort is most 


effective when applied close 
to the source of expenditures; 
information as to expenditures 
at the source should not be 
lost by the bookkeeping pro- 
cesses of obtaining costs stated 
on the basis of benefits re- 
ceived. 


. Cost accountants usually are 


required to use source data 
furnished by others but it is a 
responsibility of cost account- 
ants to insist that such data 
be objective and verified. 


. Management should provide 
the means so that source data 
will be accurate and subjected 
to verification within the or- 
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ganization; cost reports sub- 
mitted to management should 
be audited by internal auditors 
and by outside independent 
auditors. 


7. There should be maximum 
segregation of records for 
financial accounting and cost 
accounting. The details of 
cost accounting should be ex- 
cluded from the general ledger. 


ACCOUNTING Must BE RELATED 
TO A SPECIFIC ENTITY 


As Professor William Morse Cole 
used to say, “Accounting cannot 
be carried on for all persons, at all 
places, and for all time, at once.” 
This involves the business entity 
concept and the going concern con- 
cept. It is a fundamental idea of 
accounting that accounts are kept 
on an inside looking out basis 
wherein the entity charges and 
credits itself, respectively, with 
costs and revenues, efforts and ac- 
complishments, or services received 
and services rendered. Financial 
accounting relates to a specified 
entity which usually has legal sig- 
nificance, a corporation, partner- 
ship, or proprietorship (a proprie- 
torship of course may be a some- 
what fictitious entity which the 
proprietor designates as a business 
separate and apart from his other 
affairs). There is legal or business 
support for the specified entity and 
there are legal rights and responsi- 
bilities to be observed (e.g., the 
right to sue and be sued and the 


statutory basis for determination of 
income taxes), all of which are 
applicable on a company-wide basis. 
The entity acts as a unit in dealing 
with outside persons. Generally 
accepted accounting principles have 
been designed to deal with this kind 
of an entity. 


Management Establishes Internal 
Enitties 


Cost accounting obviously has a 
different background for the de- 
velopment of its principles and 
within the scope of the company- 
wide boundaries it is relatively free 
from legal restrictions such as those 
which bind the company as a whole. 
Inside the realm the management is 
king. The king can and usually does 
establish several entities within the 
kingdom. These may follow dis- 
tinct and natural divisions of the 
activities of the total enterprise, or 
they may cut across the depart- 
mental lines of the functional or- 
ganization. The king may decree 
that certain inherited assets or 
products are to be recognized as 
lost, or established on a liquidation 
basis of accounting such that the 
going concern concept does not 
apply to them. He may decide upon 
entities to establish costs and 
measure results by processes. He 
may establish many separate en- 
tities requiring the measurement of 
profit or loss for each production 
contract or order as a separate 
venture. He may establish budget- 
ing control with appropriations 
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requiring accounting similar to gov- 
ernmental accounting. He may in- 
troduce fictitious sales from “the 
right-hand pocket” to “‘the left- 
hand pocket” in order to “make 
each activity stand on its own feet.” 

Thus cost accounting may intro- 
duce many business entities for 
purposes of management control, 
which are nonexistent for financial 
accounting. The creditors, the tax 
collectors and (by and large) the 
stockholders disregard them, wash 
one against the other, and make 
their decisions to lend, to collect 
tax, or to buy or sell their owner- 
ships on the combined company- 
wide basis. However, the artificial 
entities created by management are 
extremely important to manage- 
ment and their usefulness in produc- 
ing profits for the company-wide 
picture is real. 

Are there any distinctive prin- 
ciples in cost accounting that stem 
from this difference in characteris- 
tics? There is certainly a principle 
of good accounting organization 
that it should parallel and reflect 
the functional organization. In 
order to serve management prop- 
erly, the subsidiary accounting en- 
tities should follow as closely as 
possible the same boundaries as the 
responsibilities assigned by man- 
agement to individuals or depart- 
ments for the purpose of carrying 
out the operating functions. Stated 
differently, no person, department, 
or activity should be charged with 
controllable costs over which it has 


no control or for services or facilities 
it does not use. It has been agreed 
by cost accountants, based on expe- 
rience, that failure to observe this 
principle decreases seriously the 
efficacy of cost reports supplied to 
foremen and production superin- 
tendents for purposes of cost and 
expense reduction. 


Recommendations in Respect of Di- 
visional Accounting 


In divisional-type organizations, 
divisional accounting may include 
the accounting for divisional assets 
and liabilities as well as operating 
accounts, and the financial account- 
ing may be modified accordingly. 
Where this exists it appears desir- 
able that the accounting should be 
complete, even to computation of 
Federal income taxes on the basis of 
divisional income. Adjustments to 
the company-wide income tax lia- 
bility, and financial operations so 
general in purpose that they have 
no relation to divisional operations, 
should be accounted for in a general 
division for which the president or 
treasurer may be responsible. Sub- 
sidiary accounting entities should 
be recognized for service depart- 
ments as well as production depart- 
ments and the top executives who 
hold the service department heads 
responsible for the success of their 
activity and the operating heads of 
the departments must alike be con- 
vinced that the accounting por- 
trayal of the operating activities of 
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the service departments is complete 
and fair. 

This generally accepted account- 
ing principle (that accounting must 
be related to a specified entity) 
when considered in the light of cost 
accounting leads us to observe: 


1. The cost accounting organi- 
zation should be broken into 
such entities as will best serve 
management; these entities 
though not separate legally 
are real and useful for profit- 
making purposes. 


2. The accounting entities should 
parallel the operating organi- 
zation so that 


a. Each entity may receive a 
complete accounting analysis 
and study, and 


b. No entity shall be charged 
with responsibility for costs it 
cannot control nor with ser- 
vices it does not receive. 


ACCOUNTING, TO BE ADEQUATE, 
Must TRACE THE FLOW OF 
FUNDS 


Accounting may recognize only 
the receipt and disbursement of 
cash but such accounting is inade- 
quate for the needs of either man- 
agement or the public. The idea 
that accounting can trace the flow 
of funds through an enterprise (the 
accrual theory of accounting) is 
important to financial accounting 
and particularly important to cost 
accounting. In financial accounting 


we give effect to this idea, in rela- 
tion to balance sheet accounts, 
when we refer to the rapid flow of 
working capital from cash through 
the credit pool of liabilities into 
prepaid expenses and raw materials, 
work in process, finished goods, 
accounts receivable, and back into 
cash and the slower flow of funds 
moving into fixed assets and trans- 
ferred by allowances for depre- 
ciation into work in process, finished 
goods, receivables, and cash. 

In the income account we express 
the same concept by matching costs 
against revenues as at the dates of 
sale of the physical product and 
measuring the gross profit or loss by 
differences of dollar amounts re- 
ceived and dollar amounts pre- 
viously tied on to the product which 
has been sold. Financial accounting 
has adopted the idea that selling, 
advertising, administrative, and 
general expenses cannot success- 
fully be tied on to units of product 
and we therefore do not try, ordi- 
narily, to trace them to the product, 
but get rid of them as soon as they 
are incurred or spread them only to 
calendar periods. In reality these 
expenses are incurred for the same 
purposes as production costs, i.e., 
to make and sell a product at a 
profit. There has not been general 
acceptance of accounting techniques 
for tying these elements to the 
product because it has been con- 
sidered that observance of the first 
principle discussed above (adher- 
ence to objective, verified evidence) 
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is more essential than the principle 
now under discussion (complete 
tracing of the flow of funds). 


Refinement of Financial Accounting 
Through Cost Accounting 


One purpose of cost accounting 
is the refinement of financial ac- 
counting. Has cost accounting 
developed any fundamental ideas 
about tracing the flow of funds 
different or better than the gener- 
ally accepted principles of account- 
ing based primarily on financial 
accounting? In tracing funds we 
believe it sound to attach the 
dollars expended to the thing or 
service received in exchange. When 
the thing is put directly into the 
product we have no difficulty in 
believing that the same dollars 
reside in the product. When the 
thing or the service is consumed 
and disappears, we transcribe the 
dollars to the thing or service which 
received the benefit of the consump- 
tion. In cost accounting this tracing 
continues until all dollars expended 
either reside in the product or are 
recognized as lost. 

Cost accounting by its techniques 
of analyzing fixed and variable 
costs, of measuring capacity and the 
extent of its use, of tracing distribu- 
tion costs, etc., and assisted by the 
cooperative efforts of material con- 
trol, planned production, planned 
selling, and market analysis, at- 
tempts to deal with total costs of 
product. It can and does report to 
management on this basis. It may 





be that by these techniques and by 
the use of the subdivided account- 
ing entities previously referred to, 
a substantial portion of the expen- 
ditures_ classified in financial 
accounting as selling, advertising, 
administrative, and general expense 
can be logically tied on to the 
product or service. It seems certain 
that period accounting is less im- 
pressive to the cost accountant 
than product accounting. As an 
example, the cost accountant sees 
little justification for basing depre- 
ciation of machinery on annual 
accounting periods when the cost 
of the use of machinery can be 
measured better in terms of its 
units of production or the hours of 
its use in production. 

If cost accounting can establish 
the objectivity of its source data 
and develop its analytical and 
statistical techniques in accordance 
with cost accounting principles 
which have general acceptance 
throughout industry, would it be 
heresy to suggest that something 
closer to total cost of product than 
present inventory costs may be 
matched against revenue for the 
determination of net income and 
that such more accurate matching 
would improve the quality of finan- 
cial accounting? The objective of 
financial accounting must always 
be more accurate financial report- 
ing. Financial accountants would, 
I am sure, welcome the fullest expo- 
sition of the ideas and principles 
advocated by cost accountants 
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which might have a bearing on 
generally accepted accounting 
principles. 

This discussion of the third 
selected principle of generally ac- 
cepted accounting principles (that 
accounting, to be adequate, must 
trace the flow of funds) is sum- 
marized as follows: 


1. Financial accountants have 
considered that efforts to tie 
in selling, advertising, admin- 
istrative, and general expenses 
to units of product or service 
do not meet the tests of ob- 
jective and verified data. 


2. Cost accountants are less im- 
pressed than financial ac- 
countants with the calendar 
as a rational basis of account- 
ing for dollar expirations and 
prefer to tie dollar expirations 
to products and services; ac- 
counting for the service of 
management is attempting to 
deal with total costs of prod- 
ucts. 


3. Cost accounting ideas de- 
veloped in the service of 
management should be fully 
considered in the development 
of generally accepted prin- 
ciples of financial accounting. 


Having compared briefly three 
of the generally accepted principles 
of accounting, as developed pri- 
marily for the requirements of 
financial accounting, with the char- 
acteristics and requirements of cost 


accounting, let us consider certain 
other ideas in cost accounting which 
might be classified as principles. 


THE FRONTIERS IN Cost Ac- 


COUNTING 


We have discussed two kinds of 
source data of cost accounting, 
dollar data received from financial 
accounting and statistical data re- 
ceived from operating departments, 
and have emphasized the primary 
requirement that all source data 
must be objective and verified. 
Cost accounting also involves meth- 
ods of combining dollar data and 
statistical data and, if cost account- 
ing is to have any greater impact 
upon financial accounting, these 
methods must also stand the tests 
of objectivity and verification. 


The Reliability of Standard Costs 


It has been stated, with some 
weight, that the only true costs are 
standard costs and there is general 
acceptance of the idea that experi- 
enced costs are not factual costs 
useful to management or costs that 
should be carried forward in a 
balance sheet in reporting to the 
public, if they include the costs of 
avoidable inefficiencies, errors, and 
waste. Such lost cost elements 
should be recognized, treated as 
expired, and charged off as soon 
as they occur. Recognition of such 
cost elements depends upon the 
reasonableness and accuracy of the 
standards established for measure- 
ment of performance. 
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Can standards be determined 
objectively and verified indepen- 
dently? If they cannot they are 
a pretty weak rod upon which to 
lean. The answer depends upon 
whether management has estab- 
lished a carefully thought out 
analytical plan of operation. There 
can be no rigid set of rules promul- 
gated from the outside because 
management is king within its own 
realm and the standards must 
reflect the purposes and organiza- 
tion of the particular management. 
Leeway must be allowed and cre- 
dence given to the managerial plan. 
To admit this does not mean that 
standard are inherently arbitrary 
or fictional. If standards are to be 
given greater weight in financial 
accounting, however, cost ac- 
countants must be able to prove 
to all comers that cost reports are 
based on objective source data and 
that such data and the statistical 
techniques employed have been 
critically reviewed. 


Cost Determination Techniques 


The following are illustrations of 
the techniques referred to: 


1. Tracing benefits from expen- 
ditures. 


2. Use of arithmetical propor- 
tions and averages. 


3. Sampling. 
Is the procedure of tracing the 


flow of funds through a business 
enterprise arbitrary or fictional? If 





the facts are carefully analyzed, 
two reasonable men can usually 
agree upon the best or most useful 
basis of allocation. Many elements 
of manufacturing, selling, and ad- 
ministrative expenditures can be 
identified clearly as to benefits 
received. There are recognized 
techniques for this tracing, viz., 
the time period basis (which is 
overworked), the location basis 
(division, building, department, 
section, cost center, individual ma- 
chine, sales district, or office unit), 
the operation basis, the operator 
basis, the product basis, etc. Ideal 
tracing is to be limited by the cost 
of obtaining the refinement, but 
this, too, can be objectively deter- 
mined. 

Cost accounting often goes astray 
in its use of the arithmetic of pro- 
portions and averages, e.g., if either 
a proportion or an average is to be 
used, careful attention must be 
given to the comparability of the 
items included in the numerators 
and the denominators. They must 
be such as to warrant the arith- 
metical application. 

All cost accountants should be 
familiar with the principles of 
making fair tests and samples. 
Groups containing diversified items 
must be narrowed to the extent 
necessary to permit each group to 
be treated logically as a unit. This 
is primarily a matter of the original 
organization of the cost accounting 
classification of accounts and sub- 
accounts. Careful consideration 
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should be given to the “mix” of 
the groups from which samples are 
taken. It is interesting to note in 
this connection that it can be 
demonstrated by mathematical laws 
of probability that increasing the 
number of items in samples taken 
at random beyond a reasonable 
minimum does not have a corre- 
sponding direct increase upon the 
accuracy of the result of the 
sampling; in fact the accuracy 
increases Only in proportion to the 
square root of the number of items 
in the sample. Some business con- 
cerns have established standard 
sampling procedures, e.g., for one 
purpose the number of items inves- 
tigated as a sample is selected so 
that the mathematical probability 
of error is 20 per cent or 1 out of 5, 
whereas for another purpose a 
sufficient number of items is investi- 
gated to reduce the mathematical 
probability of error to 2 per cent 
or 1 out of 50. 

Wherever statistical techniques 
are used they must be subjected to 
critical scrutiny, but when used 
properly they should be recognized 
as acceptable procedures in support 
of the reliability of cost accounting 
statements as factual data. 


Inventory Valuation Basis in Rela- 
tton to Cost and Control Records 


The adjustment writing cost 
down to the basis of the lower of 
cost or market is a feature of period 
accounting, necessary primarily 
because of the dangers of misleading 


the readers of financial accounting 
reports as to the reality of reported 
profits. This basis for stating in- 
ventories has never been defined 
with a degree of exactitude which 
satisfies all accountants. The best 
definitions are still matters of de- 
bate. In my personal opinion the 
generally accepted definition which 
permits market value based on 
realization market to be reduced 
below recoverable cost, in order to 
provide a normal profit in the 
succeeding period (whereas without 
such additional write-down a sub- 
normal profit or none at all would 
result) introduces an unwarranted 
transfer of profit between periods, 
and makes financial reporting less 
objective and verifiable. 

There has long been a fiction 
(others might call it a convention) 
that cost marked down to replace- 
ment or realization market at 
December 31 becomes cost on 
January 1. Cost accountants may 
recognize the impelling arguments 
for this idea in financial accounting 
but may doubt that management 
is best served for its internal pur- 
poses by relieving employees of 
responsibility for cost elements by 
a blanket write-off once a year. 
The cost basis of inventory valua- 
tion recognizes losses for spoiled, 
obsolete, or unmarketable product 
and such losses should be recog- 
nized in the accounts not only at 
the annual closing of the accounts 
for financial accounting purposes, 
but promptly after the dates they 
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become evident. With adequate 
control of inventories, markdown 
losses may be recorded in the ac- 
counts from day to day. This 
accomplishes part of the write-down 
to market obtained in practice, by 
the use of the lower of cost or mar- 
ket idea, in financial accounting 
systems not supported by adequate 
inventory control. 

Should cost accounting agree to 
adjustment of its detailed cost 
records of materials on hand so 
that they agree in total with the 
amount of the inventory valued on 
the basis of the lower of cost or 
market for financial accounting 
purposes? An alternative method 
is to record the total markdown 
in the financial accounting records 
as a valuation reserve to be applied 
to the cost basis inventory for 
financial accounting and to con- 
tinue the cost basis inventory in 
the cost accounting records. 

The use of inventory reserves 
has, of course, been frowned upon 
in financial accounting. The under- 
lying reason is the abuse of such 
reserves in past experience. There 
is no excuse for a general guess as 
to an over-all probable amount 
required to measure the difference 
between cost and replacement or 
realization market value of an 
inventory. However, if the differ- 
ence is carefully determined on an 
objective and verified basis, there 
should be no objection to the 
treatment of the adjustment as a 
reserve, continuing the cost infor- 


mation in the accounts, and rede- 
termining the required reserve at 
the dates when financial accounting 
reports are to be prepared. 

If this reserve is recorded only 
in the financial accounts, cost re- 
ports to management can be pre- 
sented on a continuous flow basis 
with recognition of actual losses 
as they occur from day to day. 
This procedure eliminates consider- 
able confusion in cost accounting 
records and increases the utility 
of cost reports to management. 


Depreciation on Original or Replace- 
ment Costs? 


As years of inflated prices, 1947 
and 1948 have seen a resurrection 
of the old question of whether 
financial accounting should adopt 
the idea that in order for manage- 
ment to maintain its capital fund 
intact, it must include allowances 
for depreciation in its costs, com- 
puted as if its fixed assets had cost 
present prices. The alternative is, 
of course, that financial accounting 
should recognize only dollar capital 
accountability. The American 
Institute of Accountants has held 
to the idea that accounting is most 
useful when operated on the basis 
of dollar capital accountability. 
The question is much debated at 
the present time. 

The problem is that if prices 
double and stay at that level, for 
example, management will not have 
“depreciation cash’”’ to replace its 
plant at its original capacity, and 

















14 


L. R. B. & M. Journal 





will not be able to maintain original 
capacity unless it retains profits 
for reinvestment or obtains new 
capital dollars from its stockholders 
or the public. Every business 
entity, of course, rides up and down 
with the rising and falling tides of 
the purchasing power of the dollar. 
The Government, the creditors, and 
individual stockholders or owners 
of each business enterprise ride the 
same tides. Presumably the selling 
prices, the short-term costs of the 
product, and the working capital 
needed to finance current opera- 
tions ride the tides and respond 
quickly to changes in prices. Fixed 
assets, having an average life of 
perhaps twenty to thirty years, 
are affected slowly and fixed asset 
accounts and the current allow- 
ances for depreciation included in 
cost in the determination of net 
income, recorded on a basis of 
historical cost, reflect only the his- 
torical weighted average of con- 
struction prices. 

It appears to be an accepted 
principle of business management 
that a business should be capable 
of preserving its own productive 
capacity rather than merely its 
dollar capital. This is primarily a 
question of economics and mana- 
gerial control which must have the 
serious consideration of manage- 
ment as part of its plans for pricing 
the product, for financing opera- 
tions, and for its relations with 
labor, creditors, the Government, 
and the sources of capital. It is 


extremely important to the system 
of free enterprise that business 
should hold intact its physical 
capital, its capacity to produce. 
It is important that management 
obtain sales prices high enough to 
permit the accumulation of funds 
for replacement of the productive 
capacity. This does not mean, 
however, that the expired value of 
fixed assets determined as if they 
had been bought at current replace- 
ment prices should be stated as 
incurred costs in financial state- 
ments. 


Reflecting Economic Realities 


It is certainly proper for manage- 
ment to embellish its financial 
reports with supplementary data 
as to the economic problems in- 
volved or to establish reserves for 
the replacement of fixed assets out 
of earned surplus or undistributed 
profits, after profits have been 
stated on the basis of historical 
cost. Such reserves record the 
opinion of the management that 
it is necessary to retain its undis- 
tributed income for the purpose of 
holding its economic capital and 
record an intention to transfer such 
reserves to a capital account as 
and if the reinvestment at higher 
prices takes place. It is always 
possible for management to adopt 
a revised basis of capital account- 
ability by means of a quasi reorgani- 
zation (or a formal reorganization) 
if it believes that its capitalization 

(Continued on page 23) 
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Homer Newton Sweet 


Since the last number of the 
L. R. B. & M. JOURNAL, which 
was issued as a memorial to Mr. 
Sweet, expressions of sympathy 
and of appreciation have continued 
to be received. One which is of 
particular interest as coming from 
his neighbors, is in the form of a 
resolution of the Board of Select- 
men of the town of Weston, Massa- 
chusetts, of which W. R. Dewey, 
Jr., is Chairman: 


“Nearly a quarter of a century ago, 
Homer Sweet came to live in Weston, a 
total stranger to most of us who later 
became his friends and neighbors. In a 
very short time, his constant interest in 
town affairs and the welfare of the town’s 
people, his great ability to analyze and 
solve all kinds of problems, and his kindli- 
ness and generosity brought him the highest 
esteem and respect of all the people in the 
town. 

“His first Town office was an appoint- 
ment to the Finance Committee, on which 
he served eleven years, four years as its 
Chairman. Under his leadership, this 
committee developed from a perfunctory 
board to one of greatest importance in 
determining the Town policy. As Chairman 
of the Town Committee on National De- 
fense in 1940, he organized a remarkably 
efficient, smooth-running civilian defense 
program and, at the same time, he devoted 
innumerable hours to an Aircraft Warning 
Service for the U. S. Army. At the con- 
clusion of the war, he became the Chairman 
of the local Advisory Committee for 
Returning Veterans. This committee per- 
formed an outstanding service in rehabili- 
tating Weston veterans, largely through 





the able guidance of Mr. Sweet who spent 
countless hours in studying the new legis- 
lation on this subject. In 1946, a change 
in the Massachusetts statutes made it com- 
pulsory that a different organization be 
set up and Mr. Sweet was an active member 
of the succeeding Board at the time of his 
death. 

“All of these duties, Mr. Sweet fulfilled 
with his habitual modesty and never- 
failing good judgment, but his active 
participation in the work of these com- 
mittees was only a part of his service to 
the Town. His advice was continually 
sought not only by all the various Town 
committees and officers, but also by indi- 
viduals from all walks of life, and he was 
most generous in giving of his time and 
counsel. Many problems required pains- 
taking research and when the problem was 
finally solved, it was not unusual for Mr. 
Sweet to have acquired a perfect fund of 
information on the subject. As a result of 
his great interest in Town government and 
his broad knowledge of accounting, he 
suggested many improvements in the 
Town’s accounting procedure and record 
keeping. These were adopted and have 
been of great benefit to the Town. 

“Mr. Sweet was loved by everyone. He 
never had an enemy in the Town. Of 
course, there were differences of opinion 
but discussion was always on a high plane, 
without animosity, and invariably his 
opponent agreed with him at the conclusion 
of the discussion. 

“His memory will long be cherished by 
the people of Weston both as a friend and 
for his outstanding service to the Town. 
He has become a distinguished member of 
that group of devoted and self-sacrificing 
men who, since the community’s incorpo- 
ration in 1713, have served it with wisdom, 
honor and fortitude.” 
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Montgomery Library of 
Accountancy 


The annual report for the year 
1947-1948 of the Librarian of the 
Montgomery Library of Account- 
ancy states that 117 volumes were 
added during the year, and that it 
is planned to extend the collection, 
already one of the most complete 
and valuable of its kind in the 


country. This library was estab- 
lished by Colonel Montgomery a 
number of years ago at the School 
of Business at Columbia University. 
Of the current acquisitions, the 
most important single purchase was 
72 volumes of the business records 
of J. H. Howland and Company, a 
merchant shipping firm which 
flourished from about 1800 to 1850. 
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Adam Averell Ross Prizes 


The prizes established in 1939 by 
T. Edward Ross in memory of his 
brother for honor students in the 
Wharton School of Finance and 
Commerce of the University of 
Pennsylvania were awarded for the 
academic year 1947-1948 to the 
following: 

“The Prize for the graduating senior who 
shows the most promise in the field of 
accounting’—Richard Paul Moniot. (A 
member of our staff from December, 1945 
to March, 1946.) 

“The Prize for the student in the Gradu- 
ate Division whose thesis is regarded as the 
most worthy submitted during the year”’— 
Thomas William Johnston, Jr. The title 
of his paper was—‘‘A Critical Study of 
Depreciation Theory and Its Development 
with Particular Attention to Its Implica- 
tions in Income Measurement During 
Periods of Price Level Changes.”’ 


Award of Air Medal to 
A. Karl Fischer 


On April 30, 1948 the Air Medal 
was awarded posthumously to 
A. Karl Fischer, for many years a 
partner in the Philadelphia office. 
Mr. Fischer served with the Civil 
Air Patrol during the recent war, 
and the citation read as follows: 

FIRST LIEUTENANT 


ADOLF KARL FISCHER, 2-2-388 
CIVIL AIR PATROL 


For meritorious achievement while par- 


Chl} 


ticipating in antisubmarine patrol missions 
during World War II. The accomplishment 
of these missions in light commercial type 
aircraft despite the hazards of unfavorable 
weather conditions reflects the highest credit 
upon this valiant member of the Civil Air 
Patrol. The high degree of competence 
and exceptional courage he displayed in the 
voluntary performance of a hazardous and 
difficult task contributed in large measure 
to the security of coastal shipping and 
military supply lines. His patriotic efforts 
aided materially in the accomplishment of a 
vital mission of the Army Air Forces in the 
prosecution of the war. 


(S) HARRY S. TRUMAN 
The White House 


Religion Through the Ages 


Mr. Bell is the author of an an- 
thology, Religion Through the Ages, 
recently published by the Philo- 
sophical Library, Inc., of New York 
City. A review of the book which 
appeared in the Amherst College 
Quarterly said in part: 


For all who feel that Amherst men most 
truly represent the ideals of their College 
when their lives are motivated by that 
active and sincere devotion to free inquiry 
and moral values which characterizes the 
liberal spirit of high religion, this book 
should be both inspiring and gratifying. 


Mr. Bell is an alumnus of 
Amherst College and of Yale Uni- 
versity. 

















L. R. B. & M. Journal 





Notes 


We record with sorrow the deaths 
of three members of our staff: Mr. 
William B. Kay of Philadelphia, 
Mr. Clarence E. Hauser and Mr. 
William J. MacIntyre of New York. 

Mr. Kay died on June 23, 1948, 
at the age of 75. He had engaged in 
newspaper work, had been Chief of 
the Bureau of Corporation Taxes 
in the Pennsylvania Auditor Gen- 
eral’s Department, and was promi- 
nent as a tax consultant for many 
years. He had been associated with 
our Philadelphia office since 1932. 
His active mentality and gener- 
ously-given counsel will be missed 
by all of his associates. 

Mr. Hauser was stricken with a 
heart attack on June 21, 1948, from 
which he did not recover. He had 
been a member of the New York 
office staff since 1944. 

Mr. MacIntyre died August 15, 
1948 after a long illness, having 
served on the New York office staff 
for various periods beginning in 
1940. 

The sympathy of all of us is 
extended to their respective 


families. 
REE IIE RES = 


Baltimore Office 


Mr. Edmund A. Staub has been 
elected a member of the Board of 
Directors of The Maryland Asso- 
ciation of Certified Public Ac- 


countants. Mr. Staub and Mr. 
Charles V. Blum are serving on 
committees of the Association. 

Mr. William J. Brinkman and 
Mr. Charles P. Schuller have re- 
ceived their Maryland C. P. A, 
certificates and Mr. Schuller has 
been admitted to membership in 
the Maryland Association of Certi- 
fied Public Accountants. 


Chicago Office 


Edward A. Bowen passed the 
C. P. A. examination and has re- 
ceived his Certified Public Ac- 
countant’s certificate from the State 
of Illinois. 

Clarence W. Schelb addressed 
The Industrial Management In- 
stitute at the University of Wis- 
consin on May 6, 1948 on the sub- 
ject of “The Control and Re- 
duction of General Indirect Costs 
in Industry.” 

Mr. Hawes spoke on “Inventory 
Reserves” at the Spring Round- 
table Meeting of the Illinois Society 
of Certified Public Accountants, 
held on May 21, 1948. 

The committee appointments of 
the Illinois Society of Certified 
Public Accountants for the ensuing 
year include the following members 
of the Chicago office: 

H. L. Miller—Auditing Procedure and Ac- 
counting Principles 


H. C. Hawes—(Chairman) Professional 
Ethics 
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W. D. Buge—Admissions 

A. H. Degener—Education 

E. C. Sweedler—New Members 

C. W. Lutz—Legislation (also member of 
Board of Directors) 








Detroit Office 


The Detroit office will occupy 
substantially enlarged quarters on 
the seventh floor of the Book 
Building beginning August 31. 

Mr. D. M. Russell, as Chairman 
of the Committee on Ethics, pre- 
sented that committee’s report to 
the Council of the American Insti- 
tute of Accountants at the May 
1948 meeting at Asheville, N. C. 
He also spoke to the South Bend 
Chapter, N. A. C. A., and to the 
Detroit Chapter, Institute of In- 
ternal Auditors, on “‘Certain Gen- 
erally Accepted Principles of Cost 
Accounting.” 

Mr. H. Glenn Huffman talked to 
the Accounting Association of the 
University of Detroit on the “Re- 
quirements for Practice of Public 
Accounting in Michigan.” 

Mr. Robert L. Williams repre- 
sented the public accountants as 
one of a panel of experts at a 
Question and Answer meeting of 
the Detroit Chapter, Institute of 
Internal Auditors, in May 1948. 

Mr. D. S. Erion discussed ‘““The 
Auditing of Liabilities’ with two 
groups of accounting students of 
Wayne University in April 1948. 

Mr. A. Raymond Bernhard has 
received the C. P. A. certificate in 
the State of Michigan. 





Los Angeles Office 


Mr. Boedeker was a guest speaker 
at a discussion forum meeting 
sponsored by the Los Angeles 
Chapter of the N. A.C. A. He also 
spoke before the Southern Cali- 
fornia Chapter of the American 
Society of Technical Appraisers on 
the subject “Some Aspects of the 
Relationship between Accounting 
and Appraising.” 

Mr. Bowles is a member of the 
Southern California Business Show 
Committee and serves also as pro- 
gram director of the chapter. 

Mr. Pearson is active in the lead- 
ership of the Committee on Practice 
of the Los Angeles Chapter of the 
California Society of Certified Pub- 
lic Accountants. 


Louisville Office 


Mr. J. Wesley Huss was made a 
director of The Kentucky Society 
of Certified Public Accountants for 
a three year term commencing July 
1, 1948, and appointed Chairman of 
the Committee on Auditing Pro- 
cedures. 

Mr. Robert W. Romer has passed 
the C. P. A. examinations of 
Kentucky. Mr. J. Martin Conder 
has passed the Indiana C. P. A. 
examinations. 


New York Office 


Mr. Richardson spoke at the 
thirty-third annual convention of 
The Texas Society, C. P. A., Fort 
Worth, Texas, and also at the 
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Second Institute of Taxation of 
Pennsylvania State College. He 
was one of the speakers at a gradu- 
ate conference sponsored by the 
American Institute of Accountants 
and the University of Michigan 
School of Business Administration 
in June, 1948, at Ann Arbor, 
Michigan. 

Mr. Bardes addressed a meeting 
of the Institute of Newspaper Con- 
trollers and Finance Officers at 
Columbus, Ohio, on the Revenue 
Act of 1948. 

Mr. Case was speaker at the first 
session of the Tenth Annual Insti- 
tute on Accounting at Ohio State 
University on the subject “Building 
Confidence in Reports.” 

Mr. A. R. Kassander has been 
appointed a member of the Com- 
mittee on Research of the National 
Association of Cost Accountants. 

The following have become mem- 
bers of The New York State 
Society of Certified Public Ac- 
countants: 

Frank J. Baffi 

R. Kirk Batzer 
Morris Gunner 

Meyer Herzberg 
George W. McIver, Jr. 


Seymour Wertheim 
Kenneth J. Worland 


Philadelphia Office 


The following members of the 
staff have passed their examinations 
and have received their C. P. A. 
certificates in the State of Penn- 


sylvania: 


Rufus F. Alkins 
Woodley W. Chandler 
Everett S. Clymer 

R. George Compton 
Anthony J. Dilenno 
Patrick E. Dooley 
Richard T. Farrand 
Thomas Good 

George K. Johnston 
Britton H. Miller 
Norman E. Miller 
Dominic J. Morris 
William J. A. Murray 
William L. Rosenberger 
Robert E. Walley, Jr. 


At the annual meeting of the In- 
stitute, held at Bedford, Penn- 
sylvania, on June 14-16, and of the 
Philadelphia Chapter, held at 
Philadelphia, Pennsylvania, on May 
19, the following members of our 
office were elected or appointed: 


Pennsylvania Institute of 
Certified Public Accountants 


Council—Harry H. Steinmeyer 
Nominating Commitiee—John L. Moneta 


Committee Chairmen— 
Cooperation with Other Professional 
Groups—George A. Hewitt 
_Education—Harry C. Zug 


Commitiee Members— 

Advisory Committee of Past Presidents— 
Joseph M. Pugh 
T. Edward Ross 

Historical—T. Edward Ross 

Auditing & Accounting Procedure— 
Glenn O. Petty 

Public Relations—Cyril P. Genter 


Philadelphia Chapter 


Chairman—James J. Mahon, Jr. 
Executive Committee— 

John L. Moneta 

Glenn O. Petty 
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Committee Chairmen— 
Accounting Principles & Auditing Pro- 
cedure—Glenn O. Petty 
Program—John L. Moneta 
Commitiee Members— 
By-Laws—Ralph T. Hand 
Committee Appointments and Nomina- 
tions—George A. Hewitt 
Cooperation with Other Organizations— 
Harry C. Zug 
Education—Philip J. Taylor 
Forum—Edward P. Mullen 
Membership—Harry W. Siefert 
Public Relations—Robert T. Engart 
Study and Research— 
Thomas P. Handwerk 
Taxation—James E. Gelbert 


Mr. Drabenstadt was reap- 
pointed as a member of the Penn- 
sylvania State Board for the Exami- 
nation of Public Accountants and 
has received a certificate from 
Governor Duff for a term of four 
years, dating from April 12, 1948. 

On May 7, at Drexel Institute of 
Technology, the 1948 Philadelphia 
Accounting Forum was held under 
the auspices of the Philadelphia 
Chapter, Pennsylvania Institute of 
Certified Public Accountants, in 
cooperation with Colleges and Uni- 
versities of the Philadelphia area 
and the Controllers Institute of 
America, National Association of 
Cost Accountants, and Institute of 
Internal Auditors, Inc. Partici- 
pants from this office were: 


Cyril P. Gamber, panel member at session 
‘Auditing by the Internal Auditor”’ 
George A. Hewitt, speaker at session 
“Special Services Rendered by the 
Go. 
James J. Mahon, Jr., Chairman of opening 
Forum session 


Harry C. Zug, panel member at session 
“Auditing by the C. P. A.” 


Mr. James J. Mahon, Jr., has 
made a number of addresses on tax 
subjects before colleges, account- 
ants and other groups. 

Mr. Harry C. Zug gave a talk at 
Villanova College on April 21 on 
the subject of “‘Cost Accounting.” 
Mr. Zug was recently elected Presi- 
dent of the Harvard Business 
School Club of Philadelphia and 
presided at a session of the annual 
meeting of the Associated Harvard 
Clubs, held in Philadelphia on 
May 14. The principal speakers 
were Dean Donald K. David of the 
Harvard Business School and Presi- 
dent L. Johnson of Temple Uni- 
versity. 

Mr. Cyril P. Gamber was one of 
the speakers at the “Career Con- 
ference’ on April 15, held at 
Franklin and Marshall College. 
His subject was “Public and Pri- 
vate Accounting.” 

Mr. Zipf, on June 2, as Chairman 
of Villanova’s Advisory Committee 
on Accounting, addressed the initial 
meeting of its newly organized 
Honorary Accounting Society. A 
member of our staff, Rudolph S. 
Bozzelli, is also on the Advisory 
Committee. 

Staff member Robert J. Nichols, 
on July 7, and Cecilia M. Murdoch 
of the Secretary’s Department, on 
July 30,were presented with watches 
in recognition of twenty-five years 
of service with the Firm. 

Mr. Hood was host to players in 
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the annual medal play golf tourna- 
ment, held at Tavistock Country 
Club, Haddonfield, N. J., on June 
7. Nearly seventy competed for 
the various prizes provided through 
the courtesy of the partners and 
Miss Lilian A. Ross. The winner 
of The Drabenstadt Cup was John 
H. Campbell, who scored par for 
the course. The eight low scorers 
will compete at match play for the 
Adam Averell Ross Golf Memorial 
Trophy, put up in 1938 by Mr. T. 
Edward Ross. This tournament is 
still in progress. 

Kenneth J. Mutzel, who started 
with us as office boy on September 
23, 1946, compiled an outstanding 
record at Gibson Institute, where 
he attended evening classes for two 
years until his graduation on June 
10. His average was 94.1 in all 
subjects for the entire course, and 
he was one of two graduates to 
receive special awards from Presi- 
dent Gibson “‘for highest scholastic 
averages throughout the course in 
accountancy and business adminis- 
tration in the Evening School 
Division.” 


San Francisco Office 


Mr. Keast was host to eight 
courageous members of the San 
Francisco office at a golf tourna- 
ment held on August 6, 1948 at the 
San Francisco Country Club. The 
low number of participants, to- 
gether with the scores which were 
by no means low, indicates that 
our members pay more attention to 


business than to golf and, perhaps, 
why the event so seldom takes 
place. Despite the scores the tour- 
nament was voted a huge success. 
Low honors went to Jack Rowson, 
who also won the blind bogey 
contest. 

Mr. C. R. Giles was elected a 
Vice President of the San Fran- 
cisco Chapter of the California 
Society of Certified Public Ac- 
countants. He was reappointed 
Chairman of the Committee on 
Education of the State Society. 

Mr. Bert K. Henry has resigned 
from the staff to assume the posi- 
tion of Treasurer of the Spreckels 
Companies. 

The following staff members have 
passed the May 1948 C. P. A. 
examinations in California: 

C. F. Berry 


B. F. Hollinger 
E. V. Lehman 


Seattle Office 


Mr. Robert L. Aiken has been 
appointed manager of the Seattle 
office as of October 1, 1948. 

Mr. B. N. Krummel has received 
the C. P. A. certificate from the 
State of Washington. 

Mr. J. Lindsay Cook was elected 
a director of the Seattle Chapter of 
the N. A. C. A. and will have charge 
of meetings programs for the year 
beginning July 1, 1948. 


The following members of our 
organization have been admitted to 
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membership in the American Insti- 
tute of Accountants: 


R. Kirk Batzer, New York 

A. Raymond Bernhard, Detroit 

George T. Burgess, San Francisco 

Paul G. Collins, Boston 

Robert G. Compton, Philadelphia 
Gerald B. Davis, New York 

George E. Doty, New York 

Margaret McKee Fisher, San Francisco 
Meyer Herzberg, New York 

Clarence W. Hill, Jr., Boston 


Ernest C. Leary, New York 

John A. Little, Boston 

Joseph S. McCosker, Los Angeles 
George McQuilkin, 3rd, Philadelphia 
Edward Mezner, Rockford 

Albert E. Miller, Philadelphia 
William B. Millman, New York 
Thomas A. Monahan, Jr., Philadelphia 
Edward A. Parigian, Boston 

R. F. Purcell, Seattle 

Richard B. Sims, San Francisco 
Merrill D. Tate, Philadelphia 
Kenneth J. Worland, New York 





Applications of Accounting Principles to Cost Accounting 


(Continued from page 14) 


has become out of step with eco- 
nomic realities. 

Management needs facts, not to 
provide automatic answers to its 
problems, but to provide something 
solid on which it can stand. Cost 
accountants must provide manage- 
ment with analysis and interpre- 
tation of management’s plans of 
operation on the basis of tracing 
dollars to their benefits, preparing 
objective standards of measure- 


ment, and comparing actual results 
with those standards. If cost ac- 
countants can assemble economic 
data for management as a supple- 
mentary service, well and good, 
but it should be presented as 
opinion data with adequate dis- 
closure as to source and it should 
be presented without confounding 
and confusing the readers of cost 
reports. Cost reports should be 
based on historical cost. 











Lybrand, Ross Bros. & Montgomery 


Offices 


Addresses 


Uptown, 1 East 44th Street 
. Packard Building 


Heyburn Building 
411 North Seventh Street 

. 321 West State Street 
Healey Building 
First National Bank Building 
Shell Building 

. . 2 Pine Street 

. 510 South Spring Street 

Skinner Building 


EUROPE 


. . « 3St. James’s Square, S. W. 1 
. . . 39 Rue Cambon 








